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Flans to rehabilitate Japen's esconomy within next five years are
being hindered by poor sales of cotton textiles (pare 3).

Japanese Government appsars to be adopting a stronger anti-Communist
polioy (page 8). /_

‘ The Republic of Horea appears to have disposed of the first serious
threat to its authority with the suppression of the YOSU uprising (pege 8).
Although an armed invasion of South Korea by the North Korean Psople's

Army is improbable as long as US troops occupy the area, continued threets
of invasion mey be expesoted to emanate from Morth Korea as a means of
enoouraging the subwraive activities of South Korean Cormunists (page 7).
The Rhee Government may be faced with economic and politioal instability

next spring due to the apparently deliberate sabotage of the grain collectiom

frogrm)by the Ministry of Agriculture, a self-styled “former Commnunist,"
page 7). '

In China CHIANG Xai-shek apparently has canceded Manchuria to the
Comminists (page 8) und ?. V. SOONG is making plans to defend South China
(page 8)s The leader of the Shanphai underworld ie reportedly making

. srrangements with Commmist representatives to facilitate oventual turm-
over of that oity (page 8). Puidlio pressure may precipitate important
changes in the National Governmeitt, inoluding CHIAMG Kai~shek's departure
(pape 9), while the Commmists contimue to push their plans for a coslition
goverrment (page 9). The gold yusn is oollapsing ae pressure mounts to

NOE: In suooeeding seotions of this Veekly, the foliowing marginal

notations are used; :

(1) Double Asterisk (*+) --plwoed at begianing and end of
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distribution® series.
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item, with "A" representing thy most important ones.
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SOIARY (continued)

relax price oontrols (page 10) and unpopular esomomio reform measures
have produced a psyshological oriels in Taiwan (page 10).

Notwithstanding Chinats advanced internal disorganization, the Chinese

Government is contine %o exert pressure for preferential treatment of
Chinese in 8imn (page 3).

Dutch-Republican nsgotiations may resume ahout 1 Fovember (pape1l).

A revised French policy towards Indoohina may de oarried out by the
newly appointed French Migh Commissioner (page 11). .

The Burmese Governnent's diffioculties may be emsed by the possible
capitulation of a large opposition group (page ).

Problems of the Japanese Polioce System -- See SECTION IIT (pare 13).
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SECTION.II, DEVELOPMENTS IN SPECIFIED AREAS

Japan atterpts to improve the shie of cotbon textile abroad S e

.. SCAP is oontinuing stremuous sfforts to better the sales of Japanese
cotton textiles which have recently slumpad, -The US Politieal Adviser in
Tekyo reports that Pakistan has indicated its willingness to make appreci=
able cotton textile purchuses from Japen and in turn 18 prepared to allocets
substantial quantities of raw cotton to Japang  Additionally, Pakistan 1s -

. interested in obtaining ¥ts capital goods requirements from Japan in retwrn
~ for certain raw meterials, principaliy rew cotton and jute, as well as - '
- -lemther, Htides and miee, - o ' —_—

- - At the same time, the Retherlands and Indonesia are reported to have
agread to buy next year « gubstantial quantity of cotton textiles from -

Japan, In return, Jepan will retcive Tubber, bauxite, salt, tin, inGustrisl

ohemionls, hides and skins, drugs end lumbes, Unless Japanese exports of

- cotton textiles spurt within the latter purt of 1948, it is believed doubtful

thet Japan can adtein export godls for the yeary Moreover, the poor sales

of. Jepanose cotton textiles because of the planned emphasis on export of this

- dommodity are sald to render “"unrealistid® plans to raise Japen to.a viable
- sconomy within the next 5 Yyears, o o

Chinsse~Siemese friction continued ST SRR o

.. ~w . Notwithstanding China's advanced intermal disorganidation, the Chinese
Government ‘is continuing to exert pressure, for preferentiel treatment of .
Chinese in Sism, Sinp-Siemese friotion stems from Chinede insistence upon
~the maintenance of: (1) Chinese lenguage sehools in Siamy (2) political <
groups such as the KMT; (5) e largs Chinege Limigratien quota; and. (4) wone
- interference in Chinese rice milling enterpriees, v - e s

. The temporary ssttlemont of the Chinese.schools question appears to
~heve besn & partial victory for the Chinesgs On the other hend, Siam hes'
- formally, turned down e Chinese demand for'a “prompt and full reply™ to &
‘nobte requiring information congerning the arrest and detention under the

~ +-antiegecret society lew of zome 200 Chihese. It is doubtful that the Chinese

Governmont will let this issue dies and it is nlso doubtful that the Siemese
action will break up Chinese political organigations in Biam, but rather will
. temporarily force them underground. The iasue of Chinese immipgretion is an
~academic question since it 1s probable 1 illegal Chinese ‘immigrants out
number legal entries, Tho Siamess Gurrent ¥ are attempting to lower the

- -amuel, Chiness quote, but beoause of widegpreed corruption among bordur"f‘_gu_aii-dé :
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G41ERAL (continued)

aud imnipration offiocials, it is not expeoted that the actual mmber of
Thineso sntries will be reduced,

The trend towmrds economioc nationalism currently exhibited by the
Siemese Govermnment is aimed primorily at the Chinese hold on Siam's economy.
2 rsoently inltiated goverrnment regulation designed to maximize treasury
roturng from the sale and milling of rice hit the Chinese partioularly
nard sinco most important rice dealers and mill owners are Chinese. The
mecent ologsure of some 400 milla by the owners was ostensibly undertaken
teceuce of reduced profits. However, it is 1ikely that the shutdown is
setuelly a Chinese inspired strike against the polioy of the Siamess Governs
ok and is an exsellent example of the ability of the loocal Chinese to
oxerc economic pressure to further their interests.
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nd_for Japepese Governmernt's poFe rigorous Compynist policy.  “B"
The Japanece Govermment appears to be dealing more rigorocusly with the
Tanen Commwnist Party (JCP} than 1t has heretofore, as a countermeasure
te the esonsiant commmnist sressure of activity in political, esconomical,
~ducational and culturel fields, '

Congervative clements in the Ashida Government welcomed the now-
celobrated RacArtiur letter of 22 July on which vas based the Cabinet
order srohibiting etrikes and collective bargaining on the part of
government ofiiclials and employees, This ban had the effect of limiting
JCP effectiveness in the critical commmications and railroad unions,

In mid=October, after the attack on communism 3n the labor field, the
government through an Education Ministry Qrder prohibited political
activity in schools and wiversities, This measure ves dgain aimed pri-
marily at the JCP, On 20 October eight commumist students vere expelled
from Nagano Normal Bchool for fallure to obgerve the ban on political
actiVity °

The coming to power of the Yoshida Government, representing the most
conservative elements in Japanese politics, would appear to promise that
the Japan Communist Party mey anticipate even more severe reatrictions
in the future., The Yoshida Government representing only the conservative
Democratic Liberal Party as contrasted with the Ashida Government’s ‘
Ipiddle~of-the-road® vhich was dependent on the somowhat leftist Social
Denocrats, will fcel leas yestricted in ite dealings with the JCP, Ran=
dom confirmation of thies feeling is reflected in the decision of the
Diet's House of Representatives Rules Comnittee that no Conmunist will
be permitted to elt as a regular member of this compittes, At present
there is one Communist comnittee members
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A Fenn a eary o 0uve dlsnosad of the first seriopp threat A%
- TiL 27 fictohar, in the southern coastal tomn of Yoau,

me— ]

we §m n Horosn Constabuiary unit seised the armory and
< e iwenoss ia an atiack egalost the towm police and Gon~
“oipen From bhe intervogatlous of captured insurgents it

e en vore told by tho ring lesders that they ware
Che o iige Yrovelt® or that they were being issued arms

et vor 4 schoduled movement of the wnit to Choju-do-
anidnelipan e A oorienily an area of doprecsced tenant farmers vho are
waatdda parmre e ntoe S suseeptivie to Compunist propaganda. The
jcaders of thu iuooib ure able to exploit this feeling to the extent of
gathering a wob rollowing of some three to four thousand, and of gaining 1
tenporary control of Yosu, Sunchon end several other small localities, In 1
the insurgent-held area loyel police ard rightist leaders were exeocuted
and ihe banners of the South Koree labor Party and the North Korean govern-

I

ment were displayed, Xorean Police 3
and Constabulary units moved into . 4
the arca, and by 25 October, the %
insurgents had generally dispersed, 38 i
excevt in Yosu which was under

4nating the concentrations of
insurgents in the Chiri Mountain
area will require several monihs,
Information available on the con-
duct of government military opera-
tions is imsufficient to permit an
evaluation of the combat efficiency
of the kLorean armed forces.

heavy goverrment pressure. Itis I, | t
anticipated that the task of elim- 3

The revolt may have been
planned to serve two main Soviet
objectives: (a) to illustrate to
the UN that the Republic of Korea
is an unpopular regime supported
only by Police and the US Army;
(however, US troops did not beccme
involved, and if UN Commission
members in Seoul become convinced
of Communist complicity in the
revolt, the incident may backfire
on the USSR); and (b) to initiate
a series of riots and strikes that

R
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KOREA {Cont.}

vould dissivata the economic and military strength of the Republic and
peve the tay for the extenzion of the North BEorean Govermment's control
throughout. the neninsule following the aventual withdrawal of US forces.

#annvhile, the Fhee govornment has utilized the incident in a further
atteapt to disoredit its non-Communist opposition by alleging that Kim
Koo and other ripntists norked vith the Coarsunists in plamning the revolt.
Rhee hus 2lco seized the ooportunity to inorease control of the press and
to eliminute imomm Comwnmist syopethizers.

. avaglon 1G y B 'y 1 L8
probeb 2 oops ogcupy the area, Neverthelese, the mva-
sion of Sonth Kmu after S troops withdraw vill become a probabllity if
£ Commmist atteapt to "unify® Korea by means of a bloodless coup 1is
unsucceasful ,

As early as Mavrch 1947, and agnin in Februmrry, Barch, and April 1943,
raports were recelved which presaged an inwveeion of South Korea by the PA,
Since previously threatened invasions in evory case failed to materialize,
such threats have not been the occasion for alarm, However, such recent
events as the Soviat withdrawal from North Korea, communications improve-
ments in North Korea, movements of PA troops to areas near the 38th
parallel), reported movement of elements of PA Third Division from Hanchu-
ria into North Korea, and PA combined maneuvors all point to preparations
for armed oconflict with the South Eorsan Govermment when Sovlet withdrawal

from North Korea is complete.
|

- |
Communist agents have been direcved to intensify
disturbances in late November for the ostemeible purpose of Facilitating
an invasion of South Korea in February 1949, 4lthough the promised inva-
sion will probably not materialize, it is being used as sn incontive for
South Korean Commmists to precipitate such disorders as the Yosu upris-
ing vhich will serve to bolster the Soviet positlon in the UN discussion8
on Korea in November,

The lﬂ.niator of Agricultm'a, a fomer COmmiet, haa aerioualy dela,yed the
grain purchasing program to a point indicating deliberate sabotage. Suc-
ceseful collection of grain this winter is a pre-requisite of economie
and political stability in South Korea next spring and summsr.
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CHINA

L

Xal--shek & ently has conceded Menochuria to the Commmista o
and has ordersd the wacustion of his troops Ifrom Hukden via the recently

owptured port of ¥ingkou. Thoso Hationalist units now in the leinlitun
arec will try to drive through the gathering Comaunist forces and
reach Chinbsi, but they have little chance of succeeding unless the
Commnists sllow Shem to pass through ss ths price of a quick Communist
ocoupation of Makdem,

In China preper s reaswed Commmmist threat is building up in
ths Kusisui srem; the Communist assault omn Taiyuan ocontinued wi th

rusors ourrcnt that YIK Haj-shau may be ready to go over to the Commniste.

Central snd EFast Chins remained relatively quiet, The Communiste
have occcupied Chenghsien and claim to have taken over Xeifeng, follow~-

ing Nationalist withdrawals from those citlies. The morale of Nationalist

troops at lisuchou is said to be so low as to prejudice any effective
resistance.

The appearsnce of several new Commmnist forces further increases
the geriousness of the Nationalist position. Ome new foroe of some
40,000 has been reported in the area south of Tientsin, addinmg to
the tenmuousness of the Nationalist hold om this vital but lightly
held point. A now column also has been formed from several irregular
units in the Tsingtao area. 7This ocolumn, called the New 1l4th, can
Join other Communist units in castern Shantung, releazed by the
ocoupation of Chefoo, and begin harassing the Tsingtao perimeter.

- A reshuffle of the North China military command resulting in
the abolition of the North China Communist-Suppression Headquarters,
the transfer of Gen. FU Tso-yi to Ealgan, and Gen. WEI Li-huang to
a Borth China command appears likely. This change probably reflects
FU's determination to move his troops intaoct to his old base in
Suiyuan to aveid being trapped in the Peiping-Tientsin ares.

South Chins defense plans are being laild by Kwangtung Governor
?,V. SOONG, who sesms convinced that inevitable changes in the
Natlonal Government will come soon. SOONG plans to supply arms and
ammnition for troops coumanded by Gen. CHENG Chien who is now in
Canton preparing to train and develop e forco to defend lunan, Kiangsl,
Ewangtung, EKwangsi and Fukien. The Ewangtung governor claims to
have more arms than he oan use; includimg 2,000 Bren guns obtained
from Canads and a large quantity of machine guns and small srms
smmnition from French sources.

Plans to turn Shanghai over to the Commuists are reportedly
being discussed by Communist repreasentatives and 1U Yueh-sheng,

Approved For Release 2 /26 : CIA-RDP79-01090A000500010015-0

I!.

ﬂnl.

P TR T g SR e v

P R T AR

T T ) e

g e —ar

~ g T TR T T



Approved For Rgl@se 2001/08/26 : CIA-RDP79-01090AW500010015-0
SECRET

‘P

powerfu) underwar2d leader in that diye An attémpt by the Commnists
to enliat $Uts support would be a very shrewd movée - The latief is
antagonistic to the conatituied authorities for iupeding his variocua
31110t activities and for the recent arress and imprisonment of his
son, Although the Oomsmnists may not be ready to move on Shanghai
for severa) months the cooparation of IU%s wellworganized underworld
foroes would considerably facilitate an eventual Commmist occupation
of that citye '

Wh the Chinese National t may be np®
osused by and popular awgrenese of its miiitary and economic
wealmesss A possible early development is the departure of CHIANG ‘
Kal-shek whioh might be occasioned by Kuomirteng political atrategy

or by overt pressures against the Governmeat, <The advisability of
CHIANG's retirement has been discussed receatly by Kuomintang leaders
oocupying varidus governmentel positions. Should GHIANG be foraed

from power the succeeding goveramsnt, even if headed by avowed reformers
such a8 Viae President LI Tsungejen, probebly would bs even weaker

than the present regime. It is unlikely that such a new govermment
would be able to olmmmnd the support of varieus Whampoa generalsy CC
olique leaders and other key groups in the Kuomintang snd the admin-
istration on which CHIANG has long deponded. ToVe SOONG and other
powerful sdminisiratdts would teud to lodk primarily to their regional
interests, as would the rulsrs of various outlying provinces. &ny

new government likewlse would be unable to0 make favorable truce terms

with the Commmists and, therofore, might accept face~aaving plans

for creéation of a Communistedominated comlition regime.

The Commnigts continue to plsw for "ooalition government,” w0
The Commmiats® @slfesteted "new politioal consultetive conferemce to
formulate plans for a coslition government” has ettracted a mission

from the anti-Natienalist Xuomintang Revolutionary Committee in

Hong Xong, and it is poseidle thet a KMIRC Army will be formed, under
Communist control, to promote increased defection of Nationalist .

_ forcess A "ooalition government" of the Communiats, the XNIRC, the

Democratic League, and other dlssident groups would bs advantageous

to the Communists in that it wouid offer a ¢ omeihat less distasteful
haven for wavering Nationalist eleménta than could a totally Commmnist
government,

However, such a coalition does not seem likelyas long as the
current of events in China continues in its present course and velocity,
for, &t the time at which these plans for oconlition are completed,
it is probable the Nationalists will havé po alternative to that of
submitting to a Commmnist-dominated "coslitdion govermment” for all
of Chine, It therofore seoms most likely that the Communists, together
with the various dissident groups oriented towerds them, will continue
to develop plans, through the political donsultative conference among
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other means, for s government for all of Chins, and that a framework
will be oconatruoted to accomodate those remmants of the Netional
Government still desirable to the Comunists et the time of finel

_Nationalist capitulation, and that it will be this framework which

vill be proclaimed as a "ocalition government."

China's new currency, the pold yuan, is collapsing as indications
aopear that the Chinese Covernment plans to unfreeze August 19
price levels. The two chief pressures forcing the Government's hend
are the aoute food shortage in major olties and industrial ourtail-

ment due to the lack of raw materiels. Price differentials of agricultural

comrodities in rural and urban aress, oaused by unchecked prioce
inoreases approaching the July rates in the former and price controls
in the latter, have prevented these commodities from moving to the
oities, An important break in the August 19 price level has already
been made by the Nationalist Army which is authorized to procure
foodatuffs at the price asked. Although ineffective controls may
again be attempted, onvce the present controls are relaxed it will be
difficult, if not impossible, to undertake them again.

The necessity for inoreamsing U.S. eid to China has been
urgently stressed this past week by both Ambassador Stuert end China
Aid Director Lapham. Insisting that present and planned measures
are insufficient, these officials urge alleout aid to Chine limited
only by cur national resources end commitments to other countries.
*»The Ambasesador's proposal is to mset the present crisis by telescoping
the entire commodity program, scheduled to be spread out through
April 1949, into the next few months.** lapham's publically announced
statement, which was enthusiastically grested by the Chinese press,
urged a longerange program with aonual appropriations in excess of
the present US $400 million.

Reaction in Taiwan to stringent Government econmomic controls has
precipitated a psychological crisis there and indicates the situation
is potentially dangerous although there is little active hostility
at the moment, Commodities and ell black-market prices have more
than quadrupled since September 1, offering Taiwan extremists,
particularly pro-Japeness groups, an opportunity to provoke the populace
into an inoident to embarrass the Government. Governor WEI Tao-ming
charged the National Government with ordering price controle for
Taiwen while he was in Nanking, thereby precipitating s crisis

among the populuoe who previously were seemingzly unaware of critical

mainland conditions.
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Puteh and Rerublicass nrevare Lo rasyme nogctiations, The Republiean npn

Gabinot, asher coneidersfis rresauist from Président Soekarno and Premier
fntte, bas formelly aceeaned the 1S draft acrecment as a basis upon which

To oraand negobictions 0 e Duien. Certain ministers were reluctant

Lo sesert the plan sinc iuen aeceptance is hased on proposed amendments
whiich sebstantialiy aiter the 119 proposal, Tt would appear, however, that
Soskarno and Motia are meanared 1o gtake their volitical future on the out-
cone of what may be the fins) round of "N Good Offices Committee negotiations.
ALthiugh the Rereblier s aecovtences wms given a lukewarm welcome in The Hague,
it is nor expected thet 2 £inrsl approval by the Duteh Government will be
refeived in time 50 romme napniisiion shont 1 November.

LIUOCHING

New FPrench 1ligh Camissionmr g ;L_m%ment revised Frensh policy. The w=pw
necassity for the early return ¢f Zormer te emperor Bao Dai to Indochina
4o head the French-sponsored Viectnam state has been recognized in reecent
statements by French Government officials and in discussions of the prcblem
in the French press. FPremier Nucuille's chief assistant on the Vietnamese
problen maintaing that the ex-emperor mist be "provided with effective means
-0 suaceod” and is urging the Prenler to secure Cabinet acceptance of a gen~
sral plan for meeting minimm nationalist demands as well as a program of
sconanie and military aid. This eonsideration of & definite policy coincides
with the appoiniment. of I.8on Pignar o succeed Bollaert as French Iligh Com-
migsionar for Indechina, ', Pignon, who is considersd as able, intelligent,
G & non—-partisarn career civil servant, has had many years exverience in
Uz anministration of Indochinese affairs. Inasmich as Bao Dai anpears to
by demanding greater concessions than Ho Chi Minh received from the French in
tho 1946 negotiations, the success of' & new French poliey and Pignonts ad-
mrnistretion in Indochine may well desend upon a recoanciliation of Bac Dai's
Zoranls with Prench sovereismty,

TAYTTSITR

vy
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P

Capitulation of lara oprosition g@'oup would ease government's diffi- g
cultiens. Recent nego ons between Burmese Government officials and memw
bers of the rebellious ™ihite Band" Peop.es’ Volunteer Organization (PVO)
indicate that tlhie latter may be ready to come to terms with the Government
and reunite with the Anti-Fascist Peoples’ Freedom League (AFPFL), the Govern~
ment Party. A FUN capitulation at this t:me would greatly ease the Govern=
ment's burdens because it would neutralize one of the Jargest groups in armed
oprosition f0 the Covernment and may lead teo the return of FV0O desertera to
the army. It would also mean that the Commmnists would remain the only major
effectively organized group in open rebellion. A PYO surrender, however,
would nol msan a speedy return to law and order. If they do surrender it
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BUR'A (continued)

will nrobably be becanse of: (1) disappointment st not swiftly

nower and position; (2) the rigors of extended guerrilla life, and (3

fear of the Novernment's military forces. llowever, it is not likely that

PVO leaders have given up their ambitions, and if they are taken baok into
the AFPFL, and the Government,it can be axpeotad that they will turn on

the Government at an opportune moment. Furthermore, a FYO surrender probably
would not be binding upon many of its members who, with the Comminists and
other lawless elements,will continue to harass the Government.

 Another complication is the possible effect which a PYO=-AFFFL rapprocho~
ment may have upon the Karen minority problem which is still a very delicate
1seue, It is possible that it will result in a stiffening of the Karen
attitude on the matter of a ssparate state because they have consistently
feared that sinece there were no great ideological differences between the
various Burman groups these groups would eventually unite and suppress
the Karens,
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SROTION IXI, IRG7AT OF INPORTANT STUDINS ASD ESTIMATES

ERGUUNNG. OR JHE JARASFSR PQLICR STSEEM

The structure cnd the scope of suthority of the Japanese police
sypten have been drastionlly reorganised by the pessoge of recent legles
1abioh, This legisletion, in porticulsr the Police Leow, provides for &
Sscontrolised organisation delegating police responsidility to all smnis
oliprlities with a populaMon of 5,000 or more; the formation of o emall

ondent notional police force for rural districis, with no cormend
chennels detween the Hotlonal Rursl Pelice and loccl police except da
vime of nationcl emorgemsys the estodlishment of populrrly controlled
counisslons to divect dhe police; the Limitation of police functiome to
saintencaoe of public sefely end ordery snd logs) and procedursl gusrene
Ve, Ancluding sefeguerds sgeinst o —recsive police methodg. VWhile the
pettern of n demooratically conirolled police force has been estrbliched,
nemy factors combine o ralse the question of vhether the police £s
oonstitubed ns present e effectively meintoin pudlic order. The major
problens revolve areund goordinetion of loenl rnd national polite operes=
tions, the maintensmse of adequnte reserves of men and equipment for
sergency situabions, the finaneing of munieipsl police forcea, amd the
improvement of police equipmont snd treining.

Svomery -ngms OF TS JAPANRSE POLICE
SYSTEM,

OIR Bo. 3479.56 8 October 1948

CONFTIENTIAL
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